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Reporter:  Hugh Pym 

Editor:  David Ross 

 

PYM:  Downgrades, Triple A, investment grade, junk – the 

jargon of the credit rating agencies.  For decades it was never heard outside the financial 

markets, but now barely a week goes by without an appearance in the news headlines. 

Governments are rocked, banks tremble – all on the word of these agencies.  But who are 

they?  Why are they so powerful?  Tonight File on 4 goes inside one of the leading agencies 

to find out exactly what they do and what it really means when a company or government is 

downgraded.  

 

SIGNATURE TUNE 

 

ACTUALITY AT BARINGS 

 

HARROW: Well, I‟ll just open up the archive store.  It‟s a 

temperature controlled store to preserve the documents we have. 

 

PYM: To understand what the credit rating agencies do, you 

need to understand bonds.  That may sound a bit technical, but they were the rocket fuel of 

19th century capitalism. At the Barings Bank museum, the archivist, Clara Harrow, shows me 

what a bond actually looks like. 



-  2 - 

HARROW: So we have the bond certificate, which describes the 

details of the bond, and then at the bottom we have a sheet of coupons. 

 

PYM: So what we are looking at here is the South and North 

Alabama Railroad Company, a $200 bond with some rather nice ornate artwork.  It looks like 

there are lots of small pieces you tear off and then you hand in to claim the interest - is that 

right? 

 

HARROW: Yes, yes, so these coupons, it says that the interest is to 

be paid every six months. In fact, Barings would have had a coupon clipping department full 

of ladies usually whose job was to clip the coupons to say they had been paid. 

 

PYM: So bonds are essentially IOUs - governments or 

companies issue them to borrow money, maybe for a specific project like a railway or just to 

fund their general borrowing needs. The borrower agrees to pay back a set amount of money 

on a set date sometime in the future, maybe five or ten years away, and pay interest at regular 

intervals. The lender can either hold on for the whole period of the loan or sell the IOU to 

someone else.  As this bond market grew in size, there was a need for information about how 

much risk there was that a lender wouldn‟t be repaid.  That was where the credit rating 

agencies came in and investors paid them for doing the work.  Professor Tim Sinclair, a 

former New Zealand Finance Ministry official, now at Warwick University, has spent much 

of his career studying them. 

 

SINCLAIR: The agencies start really with a sort of westward 

expansion of the US after the civil war. Their origins are in compendiums of information on 

railroad growth, numbers of miles of track laid and so on. By the early 1920s, if you wanted 

to build say a bridge in your county or you wanted to build a new sewerage system or you 

wanted to electrify, you couldn‟t do these things without getting a rating on the bond that you 

were issuing to finance that infrastructure. 

 

PYM: From those beginnings at the start of the 20
th

 century, 

the big three agencies Moodys, Standard and Poor‟s (known as S&P) and Fitch have become 

global powerhouses, with up to 95% of the ratings market and around $4.5 billion of annual 
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PYM cont: revenue. Fitch is a lot smaller than its rivals.  And they 

all have bases in every financial centre of the world, including London.  I was given rare 

access to one of them. 

 

ACTUALITY AT S&P 

 

PYM: This is the European headquarters of one of the credit 

rating agencies, Standard and Poor‟s, in the financial district of Canary Wharf in east 

London. It‟s a large imposing building, just like quite a few others round here, which house 

some of Europe‟s leading banks. S&P has agreed to talk to me about the role and work of 

credit rating agencies. 

 

WINN: I‟m Martin Winn and I am Head of Communications 

for Standard and Poor‟s in Europe.  The credit rating has a very important but very specific 

function.  It is an opinion, an independent opinion of creditworthiness - that is the risk that a 

borrower, a government, a company, a financial institution may not repay its debts on time 

and in full.  

 

PYM: In this very room, around a long boardroom table, high 

above Canary Wharf and overlooking the rival agency Fitch, big decisions on the 

creditworthiness of nations are made. 

 

WINN: Groups of typically, there are over seven analysts, will 

convene around a table like the one we are at today, and they will bring in other analysts by 

either teleconference or by video conference as well to deliberate the arguments, and these 

meetings can be very extended, they are very exhaustive and intensive and a very serious 

exercise. At the end of the committee process, a vote is taken and the majority vote carries 

the day. 

 

PYM: The decision can be hugely important.  The higher the 

rating, the less risky a borrower is perceived to be, so the lower the rate of interest which has 

to be paid.  Top of the class is Triple A, then down through grades like double A and triple B 

or BAA.  Anything in that band is considered a reasonable bet and is known as investment 
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PYM cont: grade. Anything less is called a junk bond. If the rating 

is downgraded, the issuer will usually have to pay a higher rate of interest the next time a 

bond is issued.  What‟s more, the leading agencies have been given official status by 

regulators.  Banks and insurance companies have to hold highly rated bonds in their reserves.  

Pension funds and other investors are often required under their own rules to sell bonds if 

they are downgraded.   

 

ACTUALITY IN COFFEE SHOP 

 

PYM: In a smart coffee shop in London‟s Mayfair, home to 

many hedge funds and other financiers, I met Pippa Malmgren, a former US administration 

advisor who now runs an investment consultancy, Principalis. 

 

MALMGREN: I think that investors find it very hard to operate in a 

world that doesn‟t have somebody doing the homework on your behalf. I think investors like 

to know that their pension fund is investing only in, say, Triple A rated or Double A plus 

rated pieces of paper.  And why do they feel safer?  Because they think there is some kind of 

a stamp that the rating agencies have given that make it safe, and I can‟t see people letting go 

of that handrail.  They like having the handrail of the rating agency to bless the investments 

that they are involved in. 

 

PYM: That‟s the view in Mayfair – but in Milan the mood is 

very different. For some in Italy, the rating agencies have become public enemy number one 

because of decisions to downgrade national and corporate credit ratings. 

 

EXTRACT FROM ITALIAN NEWS PROGRAMME 

 

PYM: The long-running debate on credit rating agencies took 

a dramatic twist when financial police arrived here at a building on a cobbled street in the 

centre of Milan. It‟s the local office of Standard and Poor‟s. In a dawn raid in January, they 

took away documents and files, part of a wide-ranging and on-going investigation into 

alleged market manipulation. The financial journalist, Alessandro Plateroti, covered the raids. 
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PLATEROTI: The tax police were approximately twenty police 

officers, went to the offices of Standard and Poor‟s in the historical district of Milan, they 

raided the building and they took all the documents related to the information sent from the 

offices of Milan to the offices of London of Standard and Poor‟s, because the rating action 

was not taken in Milan but was taken in London.  And they would look for cables especially 

or emails from the two offices what the people in London asked to the people in Milan and 

what did they send back - the calculations, the numbers that were sent from Italy. They took 

documents, but no one knows exactly what they have in their hands. 

 

PYM: S&P downgraded the Italian sovereign rating last 

autumn – a move which seemed likely to push up the government‟s borrowing costs and so 

intensify fears about the nation‟s finances. That fuelled anger about the agencies, with some 

suggesting ulterior motives linked to the interests of the shareholders of the rating agencies 

and their parent companies. 

 

ACTUALITY IN ROME 

 

PYM: The legal action is being played out in the financial 

capital, Milan, but it is being driven politically here in Rome. A campaign against the rating 

agencies is being run from a small office near the railway station.  It‟s the home of the 

consumer rights group, Adusbef.  Its founder is a former banking employee turned journalist 

turned politician - Senator Elio Lannutti.  

 

ACTUALITY OF DOOR OPENING 

 

PYM: Buongiorno .... 

 

LANNUTTI: Buongiorno.  [VIA INTERPRETER] The problem is 

that a conflict of interest lies within their body of shareholders. Their share capital is owned 

by banks and huge investment sources, and when they issue their report cards, I fear someone 

knows in advance of the ratings being made public and can operate on the markets. 

 

PYM: Are you saying sensitive information is passed from 

analysts to other people who make profit out of it? 
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LANNUTTI: [VIA INTERPRTER]  Exactly. 

 

PYM: What evidence do you have of any wrongful activity? 

 

LANNUTTI [VIA INTERPRETER]: The evidence comes from our observation of the 

markets. That‟s the evidence we have. Criminal evidence is being gathered by the Public 

Prosecutor from Trani.   

 

PYM: That prosecutor from Trani, hundreds of miles from 

Rome, took on the criminal case after, it is said, the prosecutors in the Italian capital and 

Milan declined to do so.  He is currently gathering evidence.  I put the allegations to Martin 

Winn of S&P. 

 

WINN: Well, we don‟t believe that these proceedings have any 

merit and we are defending against them very vigorously.  

 

PYM: What about the suggestion there are conflicts because 

investors in your parent company may hold position in the bonds that you are rating? 

 

WINN: Well, I know this is an idea that has been floated in 

some parts of continental Europe, but in practice there is no conflict. The shareholders in our 

parent company have no access to our ratings information before it is published and they 

have no opportunity to influence in any way our ratings decisions. 

 

PYM: But feelings are running high.  While Senator Lannutti 

speculates about the big picture and who‟s to blame, the Trani prosecutor is going about his 

work.  His office said a conclusion would be reached soon.  

 

ACTUALITY OF PARMALAT ADVERT MUSIC 

 

PYM: The jolly tone of that television advert for the milk and 

food giant, Parmalat, concealed the sad reality behind the scenes at the company.  It was 

Europe‟s Enron – the Italian company slumping into a dramatic collapse in 2003 because of 

fraud.  Thousands of ordinary investors lost money, some who held bonds which had been 
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PYM cont: rated by the agencies.  Just days before the company‟s 

crash, S&P still had Parmalat on an investment grade rating.  The financial journalist, 

Alessandro Plateroti, says this explains subsequent suspicion of the agencies. 

 

PLATEROTI: Italy‟s troubles with credit agencies started actually 

with the Parmalat default. The Italian families were full of Parmalat‟s bonds because Italian 

banks sold a lot of Parmalat bonds to the families, saying that it was a sure investment, a very 

reliable investment.  Why? Because they had a Triple B rating on these bonds. 

 

ACTUALITY IN LEGAL FIRM 

 

MARCONE: Okay, in here we have all the documents we keep for 

the Parmalat case ... 

 

PYM: Parmalat has spawned a pile of complex legal cases, 

many launched from the offices of a Milan legal firm, Deminor.  Here I met the lawyer 

Rosario Marcone and his client Angelo Cezanne – one of those who lost money in the 

Parmalat debacle. 

 

MARCONE: And here we have one of our clients. 

 

PYM: Buongiorno. 

 

CEZANNE: Buongiorno. 

 

PYM: How much did you lose with your investment in 

Parmalat? 

 

CEZANNE [VIA INTERPRETER]: Seventy thousand euros around. 

 

PYM: And what did it mean for you, losing that money? 

 

CEZANNE [VIA INTERPRETER]: He worked for earning this money and so he is upset 

for losing this money.  He would have preferred to lose his money because of robbery than 
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CEZANNE cont: investing this money in these kind of bonds. He thinks 

that rating agencies have their own share of blame in the Parmalat case. 

 

PYM: After legal action against S&P, the agency was ordered 

to pay back fees earned from rating Parmalat.  But Martin Winn says it‟s not an agency‟s job 

to root out fraud. 

 

WINN: Parmalat, same with Enron, was a fraud. We as a rating 

agency are not auditors, we are not inspectors.  We rely on information, audited information 

and confidential information provided to us by the companies that we rate in good faith.  If 

we don‟t get the information that we require, we don‟t rate or we withdraw ratings and we do 

that from time to time.  In the case of Parmalat we did get plentiful information, but it turned 

out with hindsight to have been fraudulent. 

 

PLATEROTI: Yes, this is the usual defence. 

 

PYM: Here‟s Alessandro Plateroti‟s analysis. 

 

PLATEROTI: The question is this: why the investment grade was still 

on Parmalat even after the books were completely cooked and in the hands of prosecutors? 

So people is wondering why they didn‟t withdraw their ratings before the bankruptcy, not 

after. It‟s very very difficult from accountants to rating agencies to foresee these kind of 

crisis.  What is possible to do is to ask more questions and follow your customers closely to 

understand if there is any kind of situation that is, you know, is kind of a red flag. I can tell 

you this. Months before the Parmalat collapse, the payments made by Parmalat to its 

companies that were working for Parmalat, those money never came.  It was like 90 days, 

120 days delays in payments.  This is a red flag. 

 

PYM: In the US, similar criticisms were levelled at the 

agencies ratings of Enron before it crashed in late 2001.  The Securities and Exchange 

Commission was given powers to oversee the agencies, which had to register with the 

financial watchdog. What was becoming clear then was that there was scope for serious 

conflicts of interest, because by the late 20
th

 century, the business model had changed – it was 

the bond issuers who paid for the ratings.  And that became acutely clear after a much bigger 
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PYM cont: financial crisis developed, with the agencies involved  

again – the US subprime housing boom and bust. 

 

EXTRACT FROM NEWS ARCHIVE 

 

NEWSREADER: Northern Rock‟s share price plunges after it negotiates 

emergency funding.   

 

NEWSREADER 2: Shares continue to tumble around the world following 

the collapse of Lehman Brothers.   

 

NEWSREADER 3: Banking bailout.  The Government pours in £37 billion 

to take huge .... 

 

PYM: The credit crunch – and the failures of banks like 

Northern Rock and then much bigger players like Lehmans  – developed after the veil was 

lifted on the toxic reality of the American housing market in 2007.  Banks had shovelled 

money towards people who could ill afford to buy their own homes – the so called subprime 

market. Mortgages were parcelled up and sold on to investors.  These products, or securities, 

were in effect new types of bonds and they needed ratings.  And the agencies were happy to 

oblige, paid by the banks creating these securities.  What‟s more, the agencies‟ active 

involvement was needed to help make these complex products work, and so they moved from 

the sidelines into the world of financial innovation. Professor Tim Sinclair. 

 

SINCLAIR: There is, without doubt, a transformation in the culture 

of Moody‟s and S&P from highly conservative, sceptical, standoffish institutions to ones that 

were actively involved in designing and assisting financial innovators I think at every step.  

It‟s a bit like the judge in a courthouse deciding to go and help the defence lawyers with their 

case.  From my point of view that really is the great transgression, if you like. 

 

PYM: David Levy was a senior managing director at 

Moody‟s until he left in 2004.  He says agencies had to dance to the tune of the banks if they 

wanted the lucrative business of rating mortgage securities. 
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LEVY: The investment bank organising or putting together one 

of those bonds could easily go to the various agencies and say, „How would you rate this 

pool?‟ They could just do it in a preliminary way, and if they didn't like the results they got 

from one of the agencies, they could just go with another agency that was willing to give 

them a higher rating, so therefore there was kind of an upward pressure on the ratings from 

that process as well. 

 

PYM: Another former Moody‟s insider is William J 

Harrington.  He was a senior analyst from the 1990s right through the subprime crisis until he 

resigned in 2010. He says that rating of sophisticated instruments, based on mortgages, 

known as CDOs, was not as rigorous as it should have been. 

 

HARRINGTON: By 2006 I thought the rating process for CDOs had 

broken down so badly that I really didn‟t want anything else to do with them.   I think after 

that the process was out of control, because there was so much underwriting, it was so quick 

and really the impetus was just to get deals out the door and bill for them. There was a 

continual process of underwriting bankers for CDOs seeing how much they could extract 

from the rating agencies in every new deal, how many more provisions which used to be 

problematic for the rating agencies might the rating agencies finally give way on.  In fact, 

what the rating agencies were doing was saying yes or no to just an onslaught of proposals 

from the bankers.  

 

PYM: What was driving Moody‟s? Was it all about making 

money? 

 

HARRINGTON: Its earnings, There was just a cash cow coming out of 

the derivatives group and also other structured finance, so there was certainly no incentive to 

say no.  Moody‟s management was rewarding people for saying yes or for just stepping aside 

and not saying anything at all. When I look for culpability I absolutely would say Moody‟s 

management trashed its own brand. 

 

PYM: As defaults increased, the subprime bubble burst. With 

hindsight it seemed extraordinary that these mortgage securities could ever have commanded 

a Triple A, and stranger still to outsiders that agencies were being paid by the banks to rate 
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PYM cont: the products.  Staff at the US regulator, the SEC, 

investigated Moody‟s, S&P and Fitch in 2008.  They found that - quote - “analysts appeared 

to be aware when rating an issuer, of the rating agency‟s business interest in securing the 

rating of the deal”.  The investigation also seized more than two million emails and instant 

messages sent in 2006 and 2007.  They painted a picture of organisations driven by profit and 

knowing the toxic mess they were helping create was putting the entire financial system 

under huge pressure.  Here are some examples: 

 

READER IN STUDIO: it could be structured by cows and we would rate it. 

 

READER 2 IN STUDIO: Let‟s hope we are all wealthy and retired by the time 

this house of cards falters. 

 

PYM: William Harrington claims that as the ratings 

committees took their decisions, there was management pressure on analysts to come up with 

the right results. 

 

HARRINGTON: Anybody who has worked in any kind of hierarchical 

organisation knows a variety of ways in which a senior person can try and marginalise a less 

senior person.  During committee voting, as junior analysts were voting in ways that were not 

what the managers had signalled that they would like, the managers might grimace.  There 

might be times when the managing directors are on their Blackberries, their electronic 

devices - in other words not paying attention, again sending signals that it‟s okay to talk 

about issues in this committee, but voting on them is a different story. These managing 

directors then had pretty much full discretion over our annual reviews. 

 

PYM: Moody‟s declined to give an interview.   In a 

statement, they said: 

 

READER IN STUDIO: The importance Moody‟s places on the quality, 

transparency and integrity of our ratings process underpins everything we do. We recognise 

that all business models have the potential for conflicts of interest, regardless of whether an 

issuer, investor or government pays for the rating.  Moody‟s has strong protections in place to 
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READER cont: manage these potential conflicts, including separation 

of the commercial and analytical aspects of our business. 

. 

PYM: Fitch also did not want to be interviewed.  They told 

us: 

 

READER IN STUDIO: There is absolutely no factual basis for tying 

performance of any of our ratings to our pay model. While no payment model is completely 

immune to conflicts of interest, we believe that potential conflicts in the „issuer 

pays‟ model are far fewer and more transparent than those associated with alternative models. 

 

PYM: The SEC is now considering bringing civil charges 

against S&P for their role in rating a particular group of toxic assets before the subprime 

crisis. I raised the allegations of failings over subprime with Martin Winn. 

Isn‟t the major indictment of the rating agencies what happened in the US subprime crisis 

where the people issuing bonds were actually paying for them to be rated? 

 

WINN: The experience with US subprime was not about 

conflict of interest, it was about analysis.  We have acknowledged that the performance of the 

mortgage bonds that we rated between 2005 and 2007 has been extremely disappointing.  We 

very much regret that. We, like many others, failed to anticipate the scale of the problems in 

the US mortgage market. 

 

PYM: Wasn‟t there a lot of pressure on analysts coming from 

business managers in rating agencies who wanted to gain market share and they wanted the 

business from the banks and they put pressure on analysts to come up with a favourable 

outcome? 

 

WINN: No, that‟s not the case and we‟ve always operated very 

strict separation between our analytical activities and our commercial activities. 
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PYM: The subprime and subsequent banking crash led to 

another round of scrutiny of the rating agencies.  The SEC is now implementing a raft of new 

rules that aim to make them more transparent, forcing them to explain their methodologies 

and avoid conflicts of interest.  But corporate scandals and accusations about rating agency 

behaviour haven‟t gone away. In October the big US investment firm, MF Global, went bust.  

Days before the collapse, all three agencies rated it investment grade before a last minute 

flurry of downgrades.  A congressional inquiry into their conduct is now underway. What had 

already got under the skin of US politicians was that the agencies had had the nerve to 

challenge Uncle Sam himself. 

 

EXTRACT FROM NEWS ARCHIVE 

 

ANNOUNCER: You‟re with Five Live from the BBC. 

 

NEWSREADER: The United States has lost its Triple A status with one 

of the world‟s most influential credit rating agencies.  Standard and Poor‟s says it‟s 

downgraded the world‟s biggest economy to Double A Plus because of the lengthy political 

row over raising the debt ceiling.  It means the US is seen as a less ... 

 

PYM: S&P removed the coveted Triple A rating from the 

United States no less in August last year.  The move had been anticipated, but the timing, in 

the middle of a round of market jitters over the Eurozone, was sensitive. The US Treasury 

Secretary Tim Geithner headed the furious reaction from across the political establishment.  

He claimed S&P had made a $2 trillion mistake in its sums. 

 

GEITHNER: Well, let‟s just start with this particular judgement by 

S&P.  I mean, I think S&P‟s shown really terrible judgement and they‟ve handled themselves 

very poorly and they‟ve shown a stunning lack of knowledge about basic US fiscal budget 

maths.  I think they drew exactly the wrong conclusion from this budget agreement. 

 

PYM: John Chambers is the Head of Sovereign Rating and a 

managing director at S&P.  He bore the brunt of the criticism.  He says after discussion with 

the Treasury, they changed some of their calculations, but that didn‟t affect the underlying 

judgement.  He says there was no error. 
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CHAMBERS: The criticism of the firm, I think, was misplaced, but 

again this is, you know, every government that gets lowered usually is unhappy about it. 

There was a lot of feedback, not only in Washington but from the broader public.  We don‟t 

have a very high profile usually individually, so some of it was a bit surprising on a personal 

level. 

 

PYM: When you say personal, what sort of things did you 

have to cope with? 

 

CHAMBERS: Well I got a lot of mail, let‟s put it that way. 

 

PYM: Was there anything particularly unpleasant?  Were 

there threats or anything like that? 

 

CHAMBERS: Yes. 

 

PYM: Mr Chambers would not elaborate. Shortly after S&P‟s 

decision to downgrade the US, there were reports of an investigation of the conduct of the 

agency by financial regulators.  Five months later and it was France‟s turn for an S&P 

downgrade.  Its politicians didn‟t take it any better when France lost the Triple A rating in 

January. 

 

ACTUALITY OF FRENCH PROTESTS 

 

PYM: It‟s all quiet now and back to business as usual on this 

street in one of the financial districts of Paris, but back in January protestors gathered here 

outside the offices of Standard and Poor‟s, just a couple of days after the agency had 

downgraded France‟s Triple A rating. I am with Professor Norbert Gaillard, an expert on 

rating agencies.  Can you explain who exactly were the protesters last month here? 

 

GAILLARD: Actually there were around two, three hundred 

protestors and these people were very angry at S&P, but more globally angry at financial 

markets. S&P was very tough, was very aggressive during the financial crisis. S&P was the 

first agency to downgrade France. From this point of view, S&P is the bad boy. 
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PYM: The European Commission, aware of this political 

mood, has embarked on more than one reform programme.  But recently it‟s rowed back 

from its most radical ideas. It proposed a ban on sovereign ratings of countries in financial 

trouble.  But that got shelved, as did the idea of a single public European rating agency.  I 

took up the issue with the financial markets commissioner, Michel Barnier, who spoke 

through an interpreter. 

Is it right that almost all of your regulatory reform is now focussed on corporate ratings rather 

than sovereign nations - you have given up on that? 

 

BARNIER [VIA INTERPRETER]: I wouldn‟t agree with the assertion that you have made, 

our proposals deal both with corporate and sovereign ratings. Specifically on sovereign 

ratings, we have proposed to ensure that those ratings happen in a much more regular way, so 

every six months more than every twelve months, but also that the publication of those 

reports happens before the markets open.  More transparency by obliging and forcing rating 

agencies to publish the full reports which underpin the decision that they have made on a 

rating, but also the obligation to inform the government involved 24 hours before the 

publication of the report, which allows for an exchange of information and if necessary to 

make certain changes if there are issues which incorrect. 

 

PYM: What‟s happened to the idea of a European credit 

ratings agency which had been proposed? 

 

BARNIER [VIA INTERPRETER]: The truth is that the credit rating agency sector is a 

sector which is extremely concentrated, there is not enough players. We want to see the 

emergence of more big credit rating agencies and I believe that the first way of doing that and 

the best way of doing that is via the private sector, and I believe that if small agencies were to 

regroup, to work together more closely, there are many options there which could help 

diversity. Now you are quite right that the idea of a European public rating agency has been 

raised and it was discussed.  First and foremost the problem would be that it is not clear that 

this would be a credible alternative on the markets, but also there‟s the question of cost.  It 

would be extremely expensive.  Our analysis suggests it could cost 350 million Euros to set 

up and it would take time. I‟m not closed to the idea, but it is not our first priority right now. 
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PYM: But private sector competition as an answer is not as 

straightforward as it may seem.  Any new player trying to rival the big three agencies with 

their resources all round the world will have an uphill struggle, according to David Levy, 

formerly of Moody‟s. 

 

LEVY: There are very strong barriers to entry into the rating 

business.  The main barrier is that you have to establish credibility and that takes a long track 

record. For a new agency to establish that kind of track record is very difficult.  So it takes a 

substantial financial investment to gather the kind of people together, pay them appropriately, 

to put out credible ratings, and then you might not get a lot of people to use your ratings for a 

long time until you have your credibility established, so it‟s probably not a money making 

possibility.  

 

PYM: But might it be better just to give ratings less 

prominence?  It‟s worth pointing out that after the downgrades of the US and France, their 

borrowing costs actually fell, suggesting there are many factors other than ratings which 

dictate the interest rates a government has to pay.  The investment consultant, Pippa 

Malmgren, believes it‟s best for pension funds and other institutions to allow their managers 

more freedom and not impose rules requiring holdings only of bonds with certain ratings. 

 

MALMGREN: The problem is then you have to be very brave, 

because if you are right you‟re a hero, and if you are wrong you are fired. So there‟s a lot of 

risk but I think in the end we would have a better world if pensioners gave their pension firms 

permission to move away from these rigid benchmarks that basically put them in the hands of 

the rating agencies. 

 

PYM: But some call for a new way of thinking about the 

problem.  Professor Tim Sinclair argues the agencies should be treated rather like medicine or 

the emergency services.  He calls for root and branch reform of the way they operate. 

  

SINCLAIR: There is a misunderstanding that these institutions are 

akin to marks and Spencer or John Lewis, to a typical capitalist enterprise.  They are not, they 

are quite different.  They are actually handling financial uranium, and if you handle financial 

uranium and you get paid the big bucks, then being responsible like somebody in a 
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SINCLAIR cont: pharmaceutical company or somebody in a hospital, 

what have you, for the equivalent seems to me to be entirely reasonable, and it would 

massively improve the credibility and public esteem of banking and massively improve the 

credibility and public esteem of rating if they were to go down that path. 

 

PYM: The UK hasn‟t escaped the attention of the agencies, 

but there haven‟t been crowds on the streets outside their London offices.  Recently Moody‟s 

put the UK on “negative outlook”, meaning a possible loss of the Triple A rating within 

eighteen months, though it didn‟t challenge the Chancellor‟s deficit reduction plan.  In 2009, 

his predecessor Alistair Darling had to contend with a similar threat of a possible downgrade 

from Standard and Poor‟s.  The thought of the UK losing the cherished Triple A rating 

shocked the Treasury‟s senior mandarins and it was a highly sensitive time just a year before 

the election.  But Mr Darling told me it actually helped him in his personal battle with the 

Prime Minister Gordon Brown to agree a plan to cut borrowing. 

 

DARLING: Well, you have to remember in 2009 we were being 

battered on all fronts and yes, this is a useful piece of ammunition for the opposition and we 

could have done without it, but you just have to be realistic about it.  What the credit rating 

agency was actually bothered about was whether we were serious about a credible plan to 

reduce the deficit, and I was, but it is well documented at the time there was something of an 

argument going on in the Government.  Actually the downgrading helped me enormously, 

because that strengthened my hand in saying, look, we need to have a credible plan, so I 

looked at this with mixed emotions, I think.  

 

PYM: Do you think Gordon Brown, up until then, was 

particularly adamant that he wanted to pursue a different course of action and then there was 

a change after that? 

 

DARLING: No, I remember talking to him when it came through.  

We were just on our way to the CBI annual dinner and he was about to speak, and he didn‟t 

need to be told.  He said, „Look, I‟m going to put something into the speech, making it very 

clear that we will do everything we need to to makes sure that we get our borrowing down,‟ 

so he was well aware of the problem.  But, you know, I suppose when someone fires a 

warning shot across your bows, it concentrates the mind. 
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PYM: But the mood in Westminster right now is rather 

different.  The role of the agencies before and after the banking crisis is coming under 

renewed scrutiny, with the Commons Treasury Select Committee embarking on an 

investigation.  Its chairman is the Conservative MP, Andrew Tyrie. 

 

TYRIE: What we have got here is a heap of very important 

institutions and governments relying on one component to work properly, and if that 

component in the engine fails, the whole system can seize up. At a key moment in the 

development of this crisis, they got a large chunk of the work they did systemically wrong.  A 

lot of institutions relied on it - banks, regulators and investors - and as a result we‟ve all taken 

a huge hit. What we‟ve got to do now is work out whether we can carry on roughly as we are, 

what kind of regulation needs to be in place or whether we should find a way of making 

greater use of other people‟s assessments rather than relying on such a narrow group. 

 

PYM: The leading agencies have been invited to give 

evidence at what could be a lively session. They will defend their track record.  S&P says 

fewer than 1% of companies with investment grade have defaulted within five years.  

Moody‟s figures are similar.  Back to S&P‟s Martin Winn then with the sort of question some 

politicians may want to ask. 

What do you say to those who allege that you are too powerful, you are unaccountable and 

you are in the background and causing a lot of instability to markets and economies? 

 

WINN: Well, I think there are a lot of myths would up in what 

you have just said. We are accountable, there‟s a huge amount of public scrutiny of credit 

ratings, they are publicly available and they are hotly debated.  We are accountable both to 

the investors and other users who use our ratings.  If they deem our ratings to no longer be of 

quality and useful then we go out of business, and we are accountable now to regulators. 

 

PYM: The agencies will have to persuade political audiences 

of that case both here, across Europe and in the United States.   But what governments have 

to contend with is that rating agencies are still embedded in financial markets because of the 

requirements of regulators.  Prising them out is not easily achieved, even if anyone wanted to 
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PYM cont: do that.  What isn‟t clear is how you can reform them 

or how much change is needed, even after two decades of questions over corporate and 

sovereign failure. 

 

SIGNATURE TUNE 


